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In early July, Volkswagen de Mexico announced plans to lay off 2,000 employees at its plant in
Puebla because of declining export sales. The layoffs take effect in August, when the company plans
a 23% reduction in assembly operations because of sluggish sales of its Jetta and New Beetle models,
primarily in the US market. Volkswagen exported fewer than 104,000 vehicles during January-May, a
13% decline from the same period in 2002, company officials reported.
The announcement of the layoffs created ripples throughout the Mexican auto industry and raised
strong concerns among industry and government officials about its impact on the local and national
economies. Luis Gerardo Inman Peraldi, president of the Puebla chapter of the Camara Nacional de
la Industria de la Transformacion (CANACINTRA), said Volkswagen's planned reductions would
curtail the company's purchases from Mexican auto-parts suppliers by 13%. "At least 6,000 other
employees from auto-parts companies that supply Volkswagen will also lose their jobs," said Inman
Peraldi.

Mexican auto industry in a severe slump
The Volkswagen situation mirrors the Mexican auto industry in general, which reported production
declines of 13.3% in May and 11.1% in June relative to the same months in 2003. The Asociacion
Mexicana de la Industria Automotriz (AMIA) said production in January-May was down 14.1%
relative to the same period in 2002. Exports during that period declined by 10.9% from a year ago.
"The Mexican auto sector is now among those industries experiencing 'productivity deterioration'
because of an economic slowdown in the world economy," said the AMIA.
The organization said the industry was especially hurt by weak demand in the US, the primary
destination for Mexican exports of motor vehicles. Volkswagen, which ships a large percentage of
the motor vehicles assembled at the Puebla plant to the US market, is the first automobile company
to announce plans to cut back production. The recently slow sales in the US market have intensified
competition among US dealers, which has repercussions on all automobile manufactures.
"Volkswagen's decision to adjust its work force by 2,000 positions is a direct consequence of the
situation in the US market, where dealers are reducing prices by as much as US$4,000 per unit and
offering zero-percent financing," said Victor Aleman, a financial columnist with the Mexico City
daily newspaper Reforma.
The auto industry is also facing a slump in domestic sales, which have remained fairly stagnant for
more than a decade. "The domestic market has been unable to surpass the 1992 levels, when close
to 600,000 units were produced for sale here at home," said economics professor Humberto Juarez of
the Benemerita Universidad Autonoma de Puebla (BUAP).
Domestic demand for motor vehicles has fallen steadily in the past year, almost mirroring trends in
exports. According to the AMIA, domestic sales dropped by 4.6% in January-May. Some analysts
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say the weak domestic demand is reason for worry because of the slump in the domestic economy.
Recent reports by BBVA Bancomer and Banamex warned that domestic sales may have reached
their capacity for the near term because fewer and fewer Mexicans are able to afford these types of
purchases. "The fear of job losses has led consumers to postpone purchases of durable goods," said
Banamex. Still, the AMIA is putting a positive spin on projections for the second half of the year.
AMIA president Cesar Flores Esquivel said the economic slump in the first half of the year was
driven partly by uncertainty ahead of the July 6 congressional elections. Some of this uncertainty
will dissipate in the second half of the year, he said. "There will be a larger expectation of a general
improvement of the economy," said Flores. "The announcement of several public-works projects
will contribute to jump- starting the economy."
Some industry officials point to reasons beyond the slump in the Mexican economy for the autoindustry woes. Eduardo Berlanga Cisneros, president of the auto-dealers organization Asociacion
Mexicana de Distribuidores de Automotores (AMDA), said the special sales tax on purchases of new
automobiles (Impuesto Sobre Autos Nuevos, ISAN) is also inhibiting domestic sales.
Another factor, said Berlanga, is the lack of controls on the vehicles brought back to Mexico by
expatriates who work in the US. These vehicles, known as "autos chocolates," were previously
banned from entering Mexico but were legalized in 2001 (see SourceMex, 2001-03-21). "Our industry
is in danger of losing at least US$20 billion over the next 10 years if the high ISAN and the massive
entry of autos chocolates are allowed to continue," said Berlanga.
The Volkswagen cutbacks have raised concerns that other motor-vehicle companies, including
subsidiaries of US companies Ford, General Motors, and DaimlerChrysler, will also reduce
production in response to the slump in domestic sales and exports. Some analysts, however, see
the possibility of cutbacks by other companies as very small. "[The US] companies already made
necessary adjustments in prior years," said Banamex analyst Maria de Lourdes Rocha.

Union asks company to suspend layoffs in exchange for pay cut
The Volkswagen workers union (Sindicato Independiente de Trabajadores de la Industria
Automotriz, Similares y Conexos, Volkswagen, SITIAVW) has entered into discussions with
company officials to avert the layoffs, scheduled to go into effect on Aug. 1. SITIAVW secretary
general Jose Luis Rodriguez said 95% of the workers at the plant have agreed to a union proposal to
reduce worker hours at the plant as an alternative to the layoffs.
The reduced hours would, in effect, translate to a pay cut, said Rodriguez. The union has also asked
for assistance from the Secretaria del Trabajo y Prevision Social (STPS) and Puebla authorities to
help mediate a solution. If work-force reductions are necessary, said Rodriguez, the SITIAVW is
asking that layoffs also include management. "We also ask that the state and federal government
offer supports to all those who lose their jobs," said Rodriguez. Company officials have not
responded publicly to the union requests.

Puebla plant to discontinue production of Beetle
Volkswagen Mexico, meanwhile, is planning to discontinue production of the popular Beetle at the
Puebla plant because of declining demand. The model, first introduced in Germany in 1934 as an
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affordable vehicle for the average family, was in high demand in Mexico for many years. The model,
known as the sedan or "vocho" in Mexico, was favored by many taxi drivers in Mexico City, even
though it was too small to accommodate many passengers. As demand began to decline at the global
level, the company discontinued production at its German plants in 1978 and at its Brazilian facility
in 1996.
The Puebla plant has continued to produce the Beetle until this year, primarily for Mexican
consumers. But demand in Mexico has fallen gradually since the implementation of the North
American Free Trade Agreement (NAFTA) in 1994 and the signing of bilateral agreements with
other countries. These agreements opened the door for imports of subcompacts to flood the Mexican
market. "The Mexican auto industry has changed completely since the beginning of the 1990s," said
Thomas Karig, a spokesman for Volkswagen de Mexico.
Volkswagen will continue to use the Puebla plant as the sole manufacturer of the New Beetle
model, created to help the company retain a foothold in the US market. Stricter US emissions and
safety standards forced Volkswagen to discontinue sales of the old Beetle in the US market. The
Puebla plant has produced 625,000 units of the New Beetle since 1997. (Sources: The Washington
Post, 06/23/03; Unomasuno, 07/01/03; La Cronica de Hoy, 03/27/03, 06/11/03, 07/01/03, 07/02/03; El
Financiero, 04/13/03, 07/02/03; El Sol de Mexico, 05/28/03, 07/01-03/03; Associated Press, 06/22/03,
06/30/03, 07/01/03, 07/04/03; CNI en Linea, 07/01/03, 07/04/03; Dow Jones news service, 04/10/03,
06/10/03, 07/07/03; El Universal, 07/01/03, 07/02/03, 07/08/03; La Jornada, 07/01-03/03, 07/08/03;
Notimex, 07/01/03, 07/03/03, 07/04/03, 07/08/03; Reforma, 07/01/03,07/02/03, 07/04/03, 07/05/03,
07/08/03; Milenio Diario, 07/02/03, 07/07-09/03)

-- End --

©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 3 of 3

